Retail Sales Stimulus from GI Dividend 


Special Payment of $2.8 Billion Boosts Personal Income 


National Service Life Insurance dividend checks cur- 
rently are being mailed to more than 16 million veterans 
of World War II. Payment of the dividend, which will 
total 2,800 million dollars when completed, has been and 
is giving important impetus to the upturn in personal 
income payments which began in December of last year. 
The stimulus to income afforded by this special nonre- 
curring payment is only temporary, however, since the 
distribution of checks from this first and largest dividend 
will be completed within a few months. 

The basis for distribution of a GI insurance dividend 
arose through the payment of policy premiums by vet- 
erans for Government life insurance policies held during 
the war and postwar period. The premium charges estab- 
lished for this insurance proved to be higher than neces- 
sary because: (1) the table on which rates were based 
overstated the normal incidence of mortality, particu- 
larly for younger age groups, and (2) the insurance bur- 
den of the fund was reduced because all service-connected 
death claims were paid by special Government appro- 
priation, while the premiums paid to cover the normal 
incidence of mortality for this group were left in the fund. 
Therefore, the National Service Life Insurance fund has 
accumulated a large surplus which is payable to insured 
veterans as mutual policyholders. 

The size of the individual dividend is based on the 
amount of insurance originally purchased and the length 
of time the policy remained in force between August 1940 
and its anniversary date in 1948. The largest dividend 
that can be received by an insured veteran is $528, but 
since many veterans terminated their insurance after de- 
mobilization, the average payment will be only about 
$175. For the group as a whole, the dividend represents 
a repayment of about 70 per cent of premiums paid 
through 1948. 

The Veterans’ Administration has been processing ap- 
plications at the rate of more than 200,000 per working 
day. Over twelve million checks totaling about two billion 
dollars were processed and mailed between January 16 
and the end of March. These mailings, however, repre- 
sented payments on applications which were in perfect 
order. The rate of payment is expected to decline sub- 
stantially after the run of perfect applications is com- 
pleted, since most of the remaining disbursements will re- 
quire special attention. Nevertheless, payment on all of 
the applications received to date is expected to be com- 
pleted by the end of June. 

Receipt of these special dividend checks will constitute 
an important addition to total personal income receipts 
during the first half of the year. During this period, the 
payment will increase incomes by an annual rate of about 
5.5 billion dollars, or 2.6 per cent of total 1949 personal 
income. Furthermore, the dividend is nontaxable, and so 


will constitute a direct addition to personal disposable 
income. As such, it is about equal to the decline in in- 
come which occurred between the postwar peak in the 
last quarter of 1948 and the final quarter of 1949. 

The probable effect of the dividend on consumer 
spending and retail sales is much more difficult to deter- 
mine. It will depend entirely on the way in which the 
individual recipients decide to dispose of the “windfall” 
payment. In this respect income receivers have three 
choices; they may spend the windfall on goods or services, 
they may save it by accumulating liquid assets, or they 
may use it to repay debt incurred previously. In the first 
instance, sales are stimulated directly. If dividends are 
saved and used to increase liquid asset holdings or reduce 
indebtedness, however, sales will not be increased initial- 
ly to the extent that are income payments. 


SOLDIERS’ BONUS OF 1936 


Issuance of Adjusted Service Bonds in 1936 to ap- 
proximately 3,500,000 veterans of World War I provides 
an example of a large prewar windfall payment similar to 
the insurance dividend currently being distributed. This 
payment, totaling ultimately more than 1,900 million dol- 
lars, originated from the issuance of Adjusted Service 
Certificates as additional compensation for war service 
in the armed forces, the maximum payment being $625 
for overseas veterans and $500 for non-overseas veterans. 
The certificates, issued beginning in 1924, were in the na- 
ture of a deferred payment endowment, maturing 20 years 
after issue or on the prior death of the veteran. Congress 
was to appropriate an amount yearly which, when com- 
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Commodity Credit Corporation 


Financial Requirements Rise 


The currently proposed two billion dollars increase in 
borrowing authority of the Commodity Credit Corpora- 
tion has focused attention on the mushroomlike growth 
of this organization as it struggles to fulfill Congressional 
commitments for the postwar support of farm product 
prices. The Corporation is now authorized to borrow or 
enter into commitments up to 4.75 billion dollars. 

Under the impact of two successive years of large crop 
production, declining demand for farm products, and 
high-level price supports, the CCC’s financial require- 
ments have mounted rapidly and are expected to increase 
further in the year ahead. 

Total assets of the Corporation, for example, amounted 
to 3.6 billion dollars on January 31, 1950, compared with 
2.4 billion a year earlier and 1.2 billion on June 30, 1948. 
Corporation estimates made last November and pre- 
sented in the January 1950 Budget Docwment—based on 
assumptions that large quantities of food and agricul- 
tural products will continue to be needed in foreign coun- 
tries, that domestic farm production will decline some- 
what in 1950, and that the general level of agricultural 
prices will be near parity—apparently are already obso- 
lete. These estimates indicated that the Corporation’s 
assets would total about 3.3 billion dollars on June 30, 
1950, and 3.6 billion at mid-1951. 

Testifying recently before the House Banking Com- 
mittee, the Secretary of Agriculture indicated that the 
CCC will have in use this spring a total of over 4.3 billion 
dollars, largely in support of 1949 and prior crops. This 
compares with total obligations on January 31 of 4.0 bil- 
lion dollars. It was estimated, however, that following 
some further increase, sufficient recoveries would be real- 
ized by June 30, 1950, to reduce the amount in use to 
about 3.9 billion dollars at that time. 

Maximum financial requirements of the CCC in the 
year ending June 30, 1951, are estimated currently at 5.3 
billion dollars. The Secretary emphasized in his state- 
ment, however, that if 1950 crop production should ex- 
ceed expectations or if demand for farm products should 
weaken materially, the CCC might require as much as 6.3 
billion dollars to carry inventories from 1949 and prior 
crops and at the same time meet price support commit- 
ments on 1950 crops. 

Of the 4.0 billion dollars invested in loans and inven- 
tories on January 31, 2.2 billion was in loans and 1.8 bil- 
lion in inventories. Wheat, cotton, and corn accounted 
for the major part of the investment—2.7 billion dollars 
—with approximately one billion in each of wheat and 
cotton and 0.7 billion in corn loans and inventories. 

The Federal Budget is affected, of course, by the fi- 
nancial transactions of the CCC. For the year ended 
June 30, 1949, all CCC activities resulted in net budg- 
etary expenditures of 1.7 billion dollars. Estimates made 


in November and presented in the January 1950 Budget 
Document for the fiscal years 1950 and 1951 indicate 
budget expenditures of 1.6 and 0.9 billion, respectively. 
As indicated previously, recent developments suggest that 
budget expenditures will exceed these estimates. 


PRICE SUPPORT THE MAJOR PURPOSE 


The CCC came into existence on October 17, 1933, as 
a corporation under the laws of the State of Delaware, 
one of a family of emergency agencies created pursuant to 
the National Industrial Recovery Act of 1933. In its 
early years the Corporation was managed and operated 
in close affiliation with the Reconstruction Finance Cor- 
poration but in 1939 was transferred to the United States 
Department of Agriculture with the exclusive voting 
rights of its stock vested in the Secretary of Agriculture. 

Life of the organization, at its inception, was tempo- 
rary, to end June 30, 1939, or earlier if the President 
should so decide. Its existence, however, was perpetuated 
by a succession of Congressional acts, until 1948 when it 
was granted a Federal charter on a permanent basis. 

Although the Corporation is authorized under its 
charter to engage in a wide variety of activities, its major 
function, except for wartime procurement and subsequent 
purchasing for foreign relief and rehabilitation, has been 
to raise and stabilize prices of selected farm products of 
economic or political importance. This is done largely 
through loan and purchase operations. The particular 
commodities to receive price support, as well as the level 
of support, usually have been determined by Congress 
with a decided tendency over the years toward extending 
support to more commodities and at higher levels. 

With such a goal, the effectiveness of the Corporation 
cannot be measured in the usual manner, by its financial 
profit or loss. The CCC was established not to make a 
profit but as a convenient mechanism through which cer- 
tain Government actions could be implemented. At best, 
the financial results of its operations are indicators of the 
cost to the Government of conducting programs, the goals 
of which have been accepted by the Congress as socially 
desirable and the achievement of which is presumed to be 
worth the cost involved. 

There are indications currently, however, that an in- 
creasing number of people are beginning to view with 
some skepticism the increasing costs involved in achieving 
the goal of high and stable farm product prices. Unfor- 
tunately, the cost to date cannot be determined with ac- 
curacy, nor can the probable cost of continuing present 
programs into the future be estimated with any degree of 
assurance. Large inventories of commodities have been 
accumulated. Outlets for most of them are not in sight 
at the present time, and the “loss” or “profit” to be real- 
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ized upon their ultimate disposition will be determined 
by future events, unforeseeable at this time. 

With continued high levels of crop production the in- 
ventories now on hand and to be accumulated in the 
months immediately ahead could become an almost com- 
plete loss. If production in 1950 should be unusually 
small, however, or if demand were to increase sharply (as 
in war), most of the inventories could be liquidated at 
prices more than sufficient to cover the costs involved. 


PRICES SUPPORTED BY LOANS AND PURCHASES 


The activities of the Corporation may be divided into 
six general categories: (1) price support program, (2) 
supply program, (3) foreign purchase program, (4) com- 
modity export program, (5) storage facilities program, 
and (6) loan to Secretary of Agriculture for agricultural 
conservation purposes. These programs are not entirely 
separate and independent of one another since in carrying 
out the primary objective of one the objective of another 
may also be fully or partially realized. This is true, for 
example, of purchases under the supply program which 
frequently reduce the amount of a commodity which 
must be acquired for price support purposes. Likewise, 
commodities acquired under the price support program 
may be used to meet supply requirements. 

The price support program of the Corporation, as indi- 
cated above, accounts for its major activities currently. 
These operations are carried out in conformity with legis- 
lation currently in force; the operations in 1949-50 are 
governed largely by the Agricultural Act of 1948 and in 
1950-51 will be in accordance with the Act of 1949. In 
addition to prescribing the commodities for which prices 
shall be supported and the level of such supports, the 
1949 Act directs the Corporation to establish sales policies 
which will not deter manufacturers, processors, and deal- 
ers from carrying normal inventories. Also, sales are not 
to be made in the domestic market at prices below the 
current support price plus five per cent and reasonable 
carrying charges. Exceptions are made for certain limited 
purposes, such as disposing of commodities threatened 
with deterioration and sales or donations to institutions 
and relief agencies. 

In carrying out its price support activities the Corpo- 
ration utilizes the facilities of local banks, cooperatives, 
and other private lending agencies by entering into con- 
tracts in which the Corporation agrees to take over price 
support loans upon request of the lending agency. Service 
agreements are also made which permit lending agencies 
to make and service loans as direct agents for the Corpo- 
ration and be reimbursed for such services on a fee basis. 
Loans and purchases by the CCC for price support 
purposes in the year ended June 30, 1949, were the larg- 
est of any year to date, reflecting the large volume of ag- 
ricultural production in 1948. Loans made totaled 2.2 
billion dollars, and purchases amounted to 0.9 billion. A 
continued high level of crop production in 1949, plus the 
large carry-over from 1948, indicates a large volume of 
loans will be made again in the year ending June 30, 1950. 
Loan volume in the year ending June 30, 1951, will be de- 
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termined largely by the volume of crop production in 
1950, the level of foreign and domestic demand for farm 
products, and the level at which price supports are imple- 
mented. 

Purchase agreements are provided so producers can 
obtain support prices without taking out loans. These 
agreements provide that the Corporation will purchase 
commodities eligible for price support if delivered in good 
condition during a specified period. Such agreements 
made in the year ending June 30, 1949, covered commodi- 
ties valued at 0.6 billion dollars. For the fiscal years end- 
ing June 30, 1950 and 1951, a smaller volume of purchase 
agreements is indicated. 

The inventory of stocks owned by the Corporation, 
resulting from deliveries under loans and purchase agree- 
ments as well as direct purchases, is estimated to total 
2.2 billion dollars on June 30, 1950, and 3.1 billion a year 
later. This compares with 1.8 billion on January 31, 
1950. Recent increases in inventory are due primarily to 
the large corn and cotton crops and purchases of dairy 
products. Anticipated further acquisitions of corn and 
cotton from the 1949 crops and wheat from the 1950 
crop are the principal reasons for the projected increase 
in inventory in the year ahead. 

The volume of inventory and loan stocks of a selected 
group of commodities as of January 31 is reported in 
Table 1. The size of stocks relative to annual production 
is indicated in the last column of the table. For example, 
CCC inventory and loan stocks of flaxseed and dry edible 
beans were equal to about one-half the 1949 production. 
Wheat and cotton stocks were the equivalent of about 
40 per cent of a year’s crop. Stocks of other commodities 
were relatively smaller. Perishable items such as potatoes, 
eggs, and butter can be stored only for relatively short 
periods without incurring excessively high costs or spoil- 
age and, consequently, are not accumulated in large 


TABLE 1 
COMMODITIES IN CCC STOCKS AND LOANS 
JANUARY 31, 1950 
(Amounts in millions) 
Total as Per 
Commodity Unit | Inventory Loans Total | Cent of 1949 
Production 
Ib. 430.1 430.1 61 
Beans, dry edible 4.9 7.0 11.9 55 
Se bu 13.4 8.9 22.3 51 
bu 159.7 320.2 479.9 42 
bale 3.7 2.8 6.5 41 
Ib. 210.8 180.3 391.1 38! 
Milk, dried....... Ib. 289.6 _ 289.6 32 
Grain um. . cwt. 3.3 39.2 42.5 28 
Ib. 51.4 51.4 24 
bu. 25.1 27.9 53.0 22 
Tobacco.......... Ib. — 373.9 373.9 19 
EES bu. 100.8 526.7 627.5 19 
Peanuts.......... t 82.1 179.6 261.7 14 
IO Se bu. 17 0.8 2.5 13 
Ib 100.1 100.1 6 
ESE bu. 2.7 10.4 13.1 6 
Eggs, dried....... Ib. 78.1 78.1 4 
bu. 11.3 30.5 41.8 3 
Potatoes, Irish owt. _ 11.5 11.5 3 
Ib. 25.5 25.5 2 
owt. 17 17 2 
1 Per cent of 1947 production. 
SOURCE: Based on data from Commodity Credit Corporation Report of Finan- 
cial Condition and Operations as of January 31, 1950, and the Bureau of Agri- 
cultural Economics. 
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quantities even though substantial price support opera- 
tions have been involved. 

The Corporation’s supply program reflects the pro- 
curement of commodities for the purpose of supplying 
United States Government agencies, foreign governments, 
and relief and rehabilitation agencies. The Corporation 
is reimbursed fully by the agencies for which commodities 
are procured, and through December 31, 1949, had in 
fact shown a net gain from this activity in excess of 300 
million dollars. The volume of purchases under the supply 
program is expected to decline sharply, however, on the 
assumption that foreign requirements will continue to 
decline and that commodities obtained as a result of 
price support operations will be used to meet the major 
portion of such requirements. 

Under its foreign purchase program the Corporation 
buys agricultural commodities needed from foreign 
sources to meet both export and domestic requirements. 
During the war and early postwar period these purchases 
consisted largely of fats and oils, sugar, and rice which 
were in short supply. Such purchases in the year ending 
June 30, 1950, are estimated to total 49 million dollars, 


TABLE 2 
REALIZED GAINS AND LOSSES OF CCC 
Year Ended October 17, 1933 
Program Through 
June 30, 1949 | nuary 31, 1950 
Price Support Program: 
28. 6. 8 64,272,502 
23,794,910* 59,479,642* 
Designa odities...... 217,221 ,674* 556 
12,707 ,148* 884,048* 
627 ,923* 582,372* 
ic commodities........... 9 107,980,915* 
wen 773,476* 39,341 ,053* 
781,241 
.134* 
140 632,300* 
364,337* 504,085* 
,903 
4,658,082* 16,517 ,269* 
1,163,137 67,143 
.761,994* | $ 483,214,626* 
5,232,858 302,891,522 
48,999 50,239,551 
60,632 13,745,632* 
Wartime Consumer Subsidy Program:?.... 2,235,782 2,101,851 ,084* 
$247,760 900* | $2,256,390,310* 
*Denotes loss. 
1 h . dried milk, and oil. 
Lowes of 366 mili for aleohol, wheat for 
and wheat for are inclu on an estimated basis. ; 
SOURCE: odity , Report of Financial Condition and 
as of January 31, 1980. 


compared with 121 million dollars in the preceding year, 
and further declines are indicated. 

The commodity export program carried on by the 
Corporation is designed to aid in the development of ex- 
port markets for agricultural commodities both by re- 
taining current outlets and developing additional ones. 
These activities are designed particularly to aid in the 
disposal of commodities in surplus supply domestically. 
The Corporation is authorized to accept strategic and cri- 
tical materials purchased abroad in exchange for agricul- 
tural commodities. Although this activity is not neces- 
sarily limited to strategic materials which the Munitions 
Board is prepared to accept for stock-piling, it is not 
likely to extend to a large variety of items. The Corpora- 
tion also provides funds to implement the International 
Wheat Agreement Act under which the United States 
guarantees to supply annually about 168 million bushels 
of wheat, or equivalent in wheat products, to participat- 
ing nations at prices not in excess of $1.80 per bushel. 
Since this price is about fifty cents a bushel below the 
domestic price of wheat, a subsidy is involved. Advances 
made for this program in the year ending June 30, 1950, 
are estimated to total 82 million dollars. It is assumed, 
however, that appropriations will be made to reimburse 
the Corporation for this expenditure and that it will not 
suffer financial loss from the program. 

The storage facilities program reflects the storage 
space requirements of the increasing stocks of commodi- 
ties acquired under the price support program. The CCC 
first acquired grain storage facilities in 1939 in connection 
with the price support programs in effect at that time. 
As grain stocks decreased during the war years, however, 
the Corporation disposed of a large part of its storage 
space, realizing a loss of about 10 million dollars. The re- 
cent accumulation of stocks has again necessitated the ex- 
pansion of storage capacity. This is being accomplished 
currently by the construction of CCC-owned facilities, 
making direct loans and guaranteeing loans made by 
other agencies for the construction of farm storage facili- 
ties, and providing storage-use guarantees to encourage 
construction of commercial storage capacity. As of Janu- 
ary 31, 1950, the Corporation held, or had guaranteed, 
storage facility loans in excess of nine million dollars and 
had acquired about 370 million bushels of bin-type storage 
capacity. An additional 90 million bushels is being ac- 
quired currently. 


FINANCIAL EXPERIENCE 


The financial experience of the Corporation on a “real- 
ized gain and loss” basis for the fiscal year ended June 30, 
1949, and from its inception on October 17, 1933, through 
January 31, 1950, are shown in Table 2. This tabulation 
does not include the commodity valuation reserves set up 
on the Corporation books; rather, it presents the actually 
realized gains and losses for the periods indicated. A 
net gain of about 64 million dollars is indicated for the 
basic commodities—corn, cotton, peanuts, rice, tobacco, 
and wheat—due largely to cotton and tobacco, stocks of 
which were disposed of at considerable financial gain dur- 
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ing the period of sharply rising prices in World War II. 
Losses in excess of 40 million dollars were realized on 
both corn and wheat while peanuts netted losses of about 
60 million dollars. A realized loss of 439 million dollars 
is reported for “designated nonbasic commodities”—but- 
ter, cheese, honey, dried milk, Irish potatoes, tung oil, and 
wool—350 million dollars resulting from potatoes alone. 
The wool program has also been relatively costly, involv- 
ing a realized loss of 89 million dollars. 

“Other nonbasic commodities,” which include all other 
agricultural products on which price support programs 
were in effect, resulted in a realized loss of 108 million 
dollars. The largest item in this category is the loss of 39 
million dollars on eggs, followed by 21 million dollars on 
ae and hemp fiber, and 17 million dollars on sugar 

eets. 

The total realized loss on price support operations 
from October 17, 1933, through January 31, 1950, was 
483 million dollars. Losses increased sharply in recent 
years: 72 million dollars in 1947, 125 million in 1948, and 


254 million in 1949. Realized losses in the period, July 1, - 


1949, to January 31, 1950, have been at a reduced rate, 
96 million dollars. The lower rate of loss in this period 
does not necessarily indicate a trend, as commodities were 
being accumulated and losses were not being realized to 
so large an extent. 

Supply programs showed a net gain during this period 
of 303 million dollars. The foreign purchase program also 
showed a net gain, 50 million dollars, most of which was 
realized on purchases of fats and oils during the war 
years. The commodity export program, involving export 
payments on cotton and wheat, netted a loss of 14 million 
dollars. Subsidy payments made through the CCC, large- 
ly during the war and immediate postwar years, in con- 
nection with the maintenance of ceiling prices on agricul- 
tural products resulted in a net outlay of 2.1 billion dol- 
lars. Including all of these items brings the over-all real- 
ized loss of the CCC from its origin on October 17, 1933, 
through December 31, 1949, to 2.3 billion dollars. All op- 
erations other than the wartime consumer subsidy pay- 
ments resulted in a realized loss of 155 million dollars. 

An annual appraisal is made of the assets and liabili- 
ties of the CCC for the purpose of determining its capital 
impairment. If the net worth is less than the authorized 
capital of 100 million dollars, the Secretary of the Treas- 
ury restores the amount of such capital impairment to 
the Corporation; if the appraisal establishes the net worth 
as being more than 100 million dollars, the surplus is paid 
into the United States Treasury. Net United States 
Treasury contributions to the Corporation through June 
30, 1948, totaled 1.9 billion dollars (Table 3). The op- 
erating loss for the period, June 30, 1948, to January 31, 
1950, was 847 million dollars of which all but 417 million 
was charged to a reserve for the postwar price support 
of agriculture. Assuming that this remainder will be re- 
stored by the Treasury, the total restorations required to 
this date to maintain the net worth of the CCC would 
amount to 2.3 billion dollars. An additional contribution 
of Government funds in the amount of 500 million dollars 
was paid to the Corporation in March 1946, persuant to 
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Congressional action, and set up as a reserve for postwar 
price support of agriculture. This reserve has now been 
depleted and is, in effect, a realized loss although it does 
not appear as such in the Corporation’s capital accounts. 


PROSPECTS LESS THAN BRIGHT 


It is doubtful if this generally favorable showing to 
date in over-all realized losses of the CCC on its price 
support operations can be accepted as a typical experience 
for this type of activity or as being indicative of probable 
costs of such programs in the future. All evidence indi- 
cates that it was possible to liquidate the stocks of com- 
modities accumulated during the thirties without suffer- 
ing substantial financial loss only because of the wartime 
increase in demand and the associated price inflation. Re- 
currence of this type of demand increase presumably can- 
not be relied upon for the periodic liquidation of stocks 
accumulated in an effort to maintain prices at artificially 
high levels. Furthermore, present stocks have been accu- 
mulated not only at higher absolute prices than was true 
of inventories acquired in prewar years, but at prices 
which are much higher relative to prices of non-agricul- 
tural products. 

It is obvious that the accumulation of stocks is inade- 
quate as a continuing means of providing price support 
at high levels for agricultural products. The 4.0 billion 
dollars invested in inventories and commodity loans on 
January 31, 1949, with only limited outlets in prospect 
and with further large movements of commodities into 
loan and CCC stocks indicated for the months immedi- 
ately ahead, bears witness to this observation. Effective 
control of the volume of marketings must be achieved if 
it is desired to maintain prices above “free market” levels 
for an extended period without large expenditures of pub- 
lic funds. Recent experience in the support of farm prod- 
uct prices, as reflected in CCC accounts, reveals that costs 
rise as the program is extended to more commodities, as 
levels of support rise, and as market prices decline. If 
these tendencies continue, the volume of capital contri- 
butions to the Corporation may be expected to rise 
further. 


TABLE 3 
PAYMENTS TO (—) AND FROM U. S. TREASURY 
TO MAINTAIN CAPITAL OF THE CCC 


Date Manner Amount 
ropriation 
1942... to U.S. Treasury —27,815,513.68 
OS Appropriation | 256,764,881.04 
ote cancellation 1,456 ,561.00 
Note cancellation 641 832,080.64 
Payment to U.S. Treasury —17,693,492.14 
Payment to U.S. Treasury —48,943,010.36 
Net restoration of capital from U.S. Treasury......... $1,897 367,543.78 


1 Cumulated from October 17, 


1933. 
a partial payment made in June 1942 and balance paid in Septem- 
r 1942. 


3 The impairment of $39,436,884.93 as of March 31, 1943, is included in the 
May 1945 iation. 
SOURCE: “Commodity Credit Corporation, Financial Condition and 


Report of 
, January 31, 1950, U.S. Department of Agriculture. 
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Pressures for Federal Excise Tax Reduction Mount 


Congressional Hearings Highlight Case for Reduction 


The possibility of reducing the numerous war-ex- 
panded Federal excise taxes has been an object of increas- 
ingly widespread public discussion throughout the post- 
war period. Administration assent and public pressure 
make it likely that some excise tax relief will be enacted 
during this session of Congress, despite the prospect of 
substantial Budget and cash deficits. The extent of excise 
tax reduction will in part depend upon the action taken 
on the President’s proposals for upward revision of other 
revenue measures. 

The excise taxes collected by the Federal Government 
comprise levies on approximately 65 separate classes of 
commodities and transactions; fewer than two-thirds of 
these were in effect prior to fiscal 1942. Table 1 indicates 
the changes in rates and yields of the principal excise 
taxes from the pre-Pearl Harbor period to the present. 
Federal excise taxes traditionally are divided into six 
groups: liquor taxes, tobacco taxes, stamp taxes, manu- 
facturers’ excise taxes, retailers’ excise taxes, and miscel- 
laneous excises. All are indirect taxes, in the sense that 
the legal impact of the excises is on various producers 
and distributors at some stage in the manufacture or sale 
of the taxed goods and services, rather than on individual 
consumers. However, it is widely agreed that nearly all 
excises are fully shifted to consumers in the form of 
higher prices. 

Collections of liquor taxes have nearly tripled in the 
period since fiscal 1941; the rates have been raised sharp- 
ly on distilled spirits and wines and to a lesser extent on 
malt beverages. There has been little increase in tobacco 
tax rates, but collections have expanded greatly due to 
increased consumption of tobacco products. The same 
thing has been true for the so-called stamp taxes, largely 
on the issuance and transfer of stocks and bonds. 

Collections from the manufacturers’ excise taxes have 
risen rapidly due to the increases in rates and the taxa- 
tion of new items and the increases in the prices and 
physical volume of the commodities manufactured and 
consumed. As in fiscal 1941, the taxes on gasoline and 
automotive products remain the most important manu- 
facturers’ excises in terms of yield. The retailers’ excises, 
levied on furs, jewelry, toilet preparations, and luggage, 
were imposed in late 1941 for the first time. The most 
important revenue producers in the miscellaneous excise 
group are the taxes on communications and transporta- 
tion services and on admissions. Other noteworthy taxes 
in the miscellaneous group are those imposed for non- 
fiscal regulatory purposes, such as the taxes on narcotics 
and oleomargarine. 

Despite the more than threefold increase in total ex- 
cise tax collections since fiscal 1941, the significance of 
excise taxes in the total Federal revenue picture has de- 
clined considerably in the same period. In fiscal 1941 ex- 


cises constituted the largest single source of revenue. 
Currently they are overshadowed quantitatively by both 
personal and corporate income taxes. 


EFFECTS OF EXCISE TAXES 


The case against excise taxes has received much fresh 
publicity in recent weeks during the hearings on revenue 
revision before the House Ways and Means Committee. 
Taxes on consumption in general are objected to because 
they constitute larger percentages of the incomes of per- 
sons at the lower end of the income scale than of those 
at the upper end. Furthermore, in periods of declining 
demand for consumer goods, the existence of heavy excise 
tax levies can prevent the price declines necessary to 
stabilize sales and output. 

Taxes on specific commodities, in addition, distort the 
market processes by raising the prices of certain commo- 
dities while not affecting those of others, thus restricting 
sales and output in certain areas. Usually the most pro- 
ductive excises are those on commodities widely con- 
sumed, and often these are considered “necessities.” An 
objection raised to many of the less productive excises is 
that the small volume of receipts collected makes ade- 
quate enforcement of the tax law too expensive to be 
worth-while. 

Prior to World War II, Federal excise tax collections 
were comprised overwhelmingly of collections from the 
levies on three widely-used types of commodities—liquor, 
tobacco, and gasoline. During the war, rates of most Fed- 
eral taxes were raised sharply both to aid in war financ- 
ing and to reduce consumers’ effective demand for civilian 
commodities. High consumer incomes combined with the 
unavailability of most consumer durables had stimulated 
increased demand for such items as furs, jewelry, luggage, 
toilet preparations, and entertainment services; heavy 
excise taxes helped both to maintain price control on 
these items and to soak up part of the excess purchasing 
power in the hands of consumers. Similar factors had 
stimulated demand for telephone, telegraph, and trans- 
portation services, at a time when these facilities were 
being utilized to capacity for war purposes; heavy taxes 
on civilian use of these facilities were imposed to relieve 
the stress. 


PRESSURES FOR REDUCTION 


The ending of the war, however, has not been accom- 
pained by a return to prewar levels of most Federal taxes. 
The appearance of declining demand for certain commo- 
dities during the last 18 months has transformed isolated 
requests for excise tax relief into virtually unanimous 
demands by business for sweeping reductions. Represen- 
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tatives from nearly every taxed industry have been ap- 
pearing before the House Ways and Means Committee 
since January, urging reduction of the excises affecting 
their sales. Other supporters of excise tax reduction are 
those groups, led by the national labor organizations, who 
are seeking even greater reliance on heavy taxes on high- 
er incomes and corporate profits. 

State and local government officials and their organi- 
zations have added to the pressures for excise tax reduc- 
tion. An obvious partial solution to some of the increas- 
ingly distressing fiscal problems of the states and their 
local subdivisions is to open up new revenue sources for 
their exploitation. Two broad principles have been sug- 
gested: “To every extent possible and feasible, the area 
of government which renders the service should levy the 
tax and collect the revenue to provide for it; and tax re- 
sources which can be administered adequately and effi- 
ciently by local governments or by state governments, 
to every extent possible and feasible, should be left to 
them, in order that each area of government shall be able 
to provide more effectively for its own needs.” The 15 
per cent tax on local telephone service and the 20 per 
cent taxes on theater and cabaret admissions are easily 
administered on a local level, and local use of these taxes 
at low rates is widespread even now. Repeal or significant 
reduction of the Federal levies would undoubtedly result 
in increased local use of these sources. 


THE TREASURY POSITION 


During most of the postwar period, the Administra- 
tion has opposed all proposals for tax reduction. In the 
initial postwar years, characterized by strong inflationary 
movements in the economy, the Administration position 
was based largely on desirability of utilizing large Treas- 
ury surpluses to combat inflationary pressures. Despite 
this opposition, Congress in the Revenue Act of 1948 pro- 
vided for substantial reductions in the effective rates of 
the personal income tax and even larger reductions in 
the effective rates of the estate tax. The sharp increases 
in Federal cash expenditures since fiscal 1948 have been 
accompanied by some declines in receipts. The resulting 
substantial cash and Budget deficits during the current 


TABLE 2 
TREASURY PROPOSALS FOR EXCISE TAX CHANGES 
— 
Present Rate Prepoves Rate 
= (Per Cent) ‘er Cent) or Gain (~) 
ions of ) 
Transportation of property 3 0 310 
Transportation of amo ad 15 10 75 
Long-distance telephone 
and telegraph.......... 25 15 120 
excises: 
20 10 25 
errr 20 10 35 
20 10 80 
Toilet preparations'..... 20 10 50 
Extension of manufac- 
turers’ excise tax on radio 
sets to television sets... . 0 10 —40 


and ensuing fiscal years have produced Presidential re- 
quests for increases rather than reductions in total tax 
collections. 

In January the President proposed a tax program 
which would combine limited excise tax reduction with 
increases elsewhere in the tax system to produce a small 
net addition to receipts. On February 3, the Secretary of 
the Treasury presented this program in detail to the 
House Ways and Means Committee. Table 2 shows the 
proposed changes in excise tax rates, which are estimated 
to produce, if enacted, a net revenue loss of 655 million 
dollars. There has been extensive comment that the rate 
reductions recommended are not great enough, particu- 
larly with regard to the retailers’ excises. In addition, 
there is widespread support for extending the cuts to the 
taxes on admissions and local telephone service. Reduc- 
tion of the manufacturers’ excises appears less likely to 
be enacted. 


OTHER TAX RECOMMENDATIONS 


The President and the Secretary have recommended 
that “excise taxes be reduced to the extent, and only to 
the extent, that the resulting loss in revenue is replaced 
by revenue obtained from closing loopholes in the present 
laws.” Foremost among the suggestions for closing loop- 
holes is the proposed reduction in the special depletion 
allowances of oil, gas, and nonmetallic minerals producers 
and revision of sections of the tax laws providing for spe- 
cial treatment of oil producers. The existing provisions 
are estimated to cost the Treasury from 400 to 500 mil- 
lion dollars annually. Another loophole-closing pro- 
posal is to tax the income of tax-exempt charitable and 
educational institutions derived from the operations of 
businesses clearly unrelated to their primary functions. 

To provide for net additions to receipts, the Secretary 
proposed increases in the corporation income tax and in 
the estate and gift taxes. The 53 per cent “notch” rate 
for corporate income between $25,000 and $50,000 would 
be eliminated, and the standard rate would be increased 
four percentage points to 42 per cent, producing an addi- 
tional 675 million dollars. The elimination of the “notch” 
rate would reduce taxes for corporations with net incomes 
of from $25,000 to $118,750 and increase taxes for those 
with higher incomes. The recommendations in regard 
to the estate and gift taxes are considerably more 
sweeping. This reflects the fact that effective tax rates 
here are considerably below prewar levels, due largely to 
the 1948 Revenue Act. The Secretary suggested increas- 
ing rates and lowering exemptions sharply to correct this; 
in addition, he proposed an integrated wealth transfer 
tax, taxing both gifts and transfers at death at the same 
rates, to eliminate the present situation which permits 
substantial tax savings due to the lower rates on gifts 
(75 per cent of the estate tax rates). About 400 million 
dollars could be expected from these and other proposed 
changes in Federal taxation of wealth transfers. 


1 Estimated revenue loss allows for exemption of baby oils 
SOURCE: Treasury De ent, Statement by Secretary 
Committee on Ways and Means , House of Ree, D 


and lotions. 
on 


1 Testimony by the Council of State Gover G > Conf: 


Conference 
of Mayors, National Association of County Officials, end National Association of Tax 
Administrators before the House Ways and Means Committee, February 17, 1950. 

2 Message of the President to the Congress, January 23, 1950. 
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RETAIL SALES STIMULUS 
(Continued from Inside Front Cover) 


pounded at 4 per cent, would be sufficient to redeem the 
certificates upon maturity. 

Partly as a result of the depression which began in 
1930, a considerable amount of pressure was exerted for 
redemption of the Adjusted Service Certificates at face 
value prior to their maturity. In 1931, the Veterans’ Ad- 
ministration was empowered to make loans up to 50 per 
cent of the face value of the certificates through the Gov- 
ernment life insurance fund. This system for lending met 
with immediate success; nearly a billion dollars of loans 
were made during the first three months of its existence. 
Finally, in January of 1936, Congress passed the Ad- 
justed Compensation Act over the veto of the President. 
This Act provided for the immediate payment of the face 
value of all Adjusted Service Certificates outstanding, 
less government loans thereon. Payment was made on or 
after June 15, 1936, by the issuance of nonnegotiable, 
but immediately redeemable, bonds in face values of $50, 
with the odd amounts due paid by check. The bonds ma- 
tured on June 15, 1945, and bore interest at the rate of 3 
per cent per annum, unless redeemed prior to June 15, 
1937. 

Bonds totaling nearly 1,800 million dollars and checks 
aggregating about 80 million dollars were issued on June 
15, 1936, and during the rest of the year. Veterans cashed 
the bonds very rapidly. During the last half of June, re- 
demptions totaled 725 million dollars, and on June 30 
another 230 million dollars of bonds were in the process 
of redemption. By the end of July, redemptions totaled 
1,130 million dollars, and 1,340 million dollars of the 
1,800 million dollars of bonds issued had already been 
redeemed by the year’s end. 

Economic conditions in the summer of 1936 were 
good, and immediate prospects appear to have been fa- 
vorable. The general level of business activity had been 
improving fairly steadily since the 1933 upturn. Gross 
national product, industrial production, corporate profits, 
personal incomes, and most other measures of economic 
activity had increased rapidly and, in 1936, were at the 
highest levels since fairly early in the depression. In addi- 
tion, this substantial recovery was accomplished with rel- 
atively moderate advances in wholesale and retail prices. 
Despite a significant rise in employment and a drop in 
unemployment during the three-year period, however, the 
number of unemployed averaged nine million in 1936, or 
about 17 per cent of the total labor force of the country. 
A substantial amount of the bonus payment of 1936 
appears to have been saved, at least temporarily. As a 
result, the initial effects of this payment on total retail 
sales were relatively small (see Chart 1). 

Net additions to liquid savings of individuals (includ- 
ing repayment of debt) in 1936 totaled about 4.3 billion 
dollars, according to Securities and Exchange Commis- 
sion estimates. Additions to liquid savings in the preced- 
ing year amounted to only 1.6 billion dollars and in the 
following year to four billion dollars, although 1935 was 
good and 1937 was better than 1936, in terms of personal 
income. Thus, it appears that net liquid saving in 1936 
was higher than might have reasonably been expected, 
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perhaps by as much as 1-1.5 billion dollars. Most of this 
increase can be attributed to the bonus payment. 

Therefore, it appears that only about 500 million dol- 
lars of the bonus payment was spent by consumers dur- 
ing the last part of 1936. Since part of the spending un- 
doubtedly was for services rather than goods (retail sales 
amounted to about 60 per cent of total consumer spend- 
ing during 1936), it is likely that retail sales were in- 
creased only about 300 million dollars as a result of the 
windfall. This increase would have accounted for less 
than one per cent of total sales in 1936, or 1.5 per cent of 
retail sales in the last half of the year, on a seasonally 
adjusted basis. 


ARMED FORCES LEAVE BONDS OF 1947 


A recent example of a relatively large nonrecurring 
addition to personal income resulted from the issuance of 
Armed Forces Leave Bonds to veterans of World War II 
in settlement of accumulated leave due enlisted men 


- when demobilized. The bonds were issued in multiples 


of $25 as of the quarterly date following discharge from 
the armed services or as of September 1, 1946, whichever 
was earlier. Nonnegotiable and originally unredeemable, 
these bonds were to mature five years after issue date, 
bearing interest at 2% per cent per annum. 

Most of the bonds were distributed during the last 
three months of 1946 and the first half of 1947. On June 
30, 1947, eight and a half million veterans held bonds 
with a total face value of nearly 1,850 million dollars. 
The average value of bonds was $216, and the median 
holding was between $150-$200. Over 83 per cent of the 
veterans held bonds valued at $300 or less. Bonds con- 
tinued to be issued in small amounts after June 30, 1947, 
the total reaching 2,100 million dollars by the middle of 
1948. 

In the summer of 1947, by amendment to the Armed 
Forces Leave Act of 1946, Congress made the outstanding 
bonds immediately redeemable in cash after September 
1, 1947, at the holder’s option. Redemptions amounted to 
890 million dollars in September, 160 million dollars in 
October, and at the end of six months, redemptions 
totaled 1,325 million dollars or about 65 per cent of all 
bonds issued to that date. 

In its Survey of Consumer Finances, conducted in the 
early part of 1948, the Board of Governors of the Federal 
Reserve System queried veterans concerning the disposi- 
tion of the proceeds of Armed Forces Leave Bond re- 
demptions. Of those who had cashed their bonds, about 
35 per cent indicated that they used the proceeds to buy 
nondurable consumers’ goods, 25 per cent had purchased 
durable goods, 15 per cent indicated expenditures for 
various services, 10 per cent used the funds to repay debt, 
and 15 per cent indicated that they saved or invested the 
funds. 

Regarding bonds which had not yet been cashed as at 
least temporary savings, nearly 900 million dollars, or 45 
per cent, of the payment was saved, and 135 million dol- 
lars, or seven per cent, was used to repay debt. Thus, 
about 50 per cent, or approximately one billion dollars, 


was spent currently for goods and services. Of this 
amount, probably from 750-800 million dollars found its 
way into retail channels. This is reflected in the substan- 
tial initial rise in retail sales which occurred in September 
of 1947, and the continuance of sales noticeably ahead of 
income during the rest of the year (see Chart 2). 

It appears, then, that the stimulus to retail sales was 
considerably greater proportionately in the case of the 
Armed Forces Leave Bonds payment than in the pay- 
ment of Adjusted Service Bonds in 1936. It is estimated 
that only about 25 per cent of the bonus payment was 
spent in the initial period, as compared with nearly 50 
per cent of the 1947 payment; furthermore, it appears 
that a substantially larger portion of the funds spent in 
1947 found their way into retail sales channels than did 
the funds spent in 1936. 

Part of the difference in the proportion of the wind- 
falls spent may be attributed to the much smaller size 
of the average Leave Bond payment. It is likely that the 
incentive to save the smaller payment was considerably 
less. In addition, the large deferred demand for goods in 
1947, particularly durables and semi-durables, undoubt- 
edly induced a higher proportion of spending at retail 
than would have otherwise occurred. A large part of the 
increased willingness of consumers to spend, however, 
probably can be explained by their greatly improved 
financial positions. 

Liquid asset holdings of individuals more than tripled 
during the war and early postwar period. Incomes in 
1947 were at a high and rising level. The number of un- 
employed averaged only 2,140,000 as compared with 
9,030,000 in 1936, even though the size of the labor 
force had increased nearly 40 per cent in the interim. 
Finally, prices were rising rapidly during 1947; this un- 
doubtedly reduced the incentive of veterans to save and 
increased their willingness to spend. 


PROBABLE EFFECT OF INSURANCE DIVIDEND PAYMENT 


The National Service Life Insurance dividend cur- 
rently being distributed differs in important respects from 
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the two previous windfalls received by veterans. First, 
it is substantially larger in dollar amount than either of 
the previous payments. When measured in relative terms, 
however, the impact of the dividend on the economy is 
less than that of the 1936 bonus. The current payment 
amounts to about 2.7 per cent of second-half 1949 per- 
sonal income, seasonally adjusted, while the earlier spe- 
cial payments amounted to 2.0 per cent and 5.1 per cent 
of second-half 1947 and 1936 incomes, respectively. 

Second, the dividend is being distributed to a greater 
number of consumers than the former payments. While 
about 16 million veterans will receive dividend checks, 
only 3.5 million veterans received bonus payments and 
about 9 million were issued Leave Bonds. As a conse- 
quence, the average size of payment received is consid- 
erably smaller in the current distribution than it was in 
1936 and 1947. 

Third, the dividend will be paid by check to veterans, 
while the 1947 and 1936 payments were largely in the 
form of redeemable bonds. It will require a conscious 
act to save the proceeds of the dividend checks, whereas 
the payment was automatically saved in the previous 
windfalls. The form of payment, the greater number of 
recipients, and the smaller average size of the dividend 
will tend to increase the proportion spent. 

Another difference between the present payment and 
those of 1947 and 1936 is found in the present general 
economic situation. In both 1936 and 1947, business con- 
ditions were improving rapidly. Employment, personal 
income, the national product, and most other measures 
of economic activity were rising. Important differences 
between the preceding periods, however, are that prices 
were relatively stable in 1936 but were rising rapidly in 
1947 and that unemployment was much greater in 1936 
than in 1947. 

During the past year, incomes, employment, produc- 
tion, and spending have remained relatively stable or 
moderately declined. Prices fell moderately during the 
vear, and unemployment increased. The present economic 
picture undoubtedly affects the way in which veterans 
are disposing of their dividend. Continued high incomes, 
the large stocks of liquid asset holdings, and adequate 
supplies of salable goods probably increase the willing- 
ness to spend. On the other hand, increasing unemploy- 
ment, stable prices, and some uncertainties about the 
future may deter immediate spending. Also, the rapid 
growth in short-term consumer indebtedness during the 
last half of 1949 suggests that some anticipatory spend- 
ing prior to payment of the dividend occurred. 

On balance, it appears that retail sales are being, and 
will be, stimulated by the payment of the GI insurance 
dividend, but that the proportion of the windfall spent 
initially is not likely to exceed 50 per cent. However, it 
is important to recognize that, to the extent the dividend 
is not immediately spent, a slightly higher level of sales 
over a considerable period of time may result. To the 
extent that the funds are saved, they probably will be 
spent at a later date. To the extent that the dividend is 
used to repay indebtedness, it will tend to increase the 
willingness and ability of veterans to incur new debt. 
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